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Report To The Chairman, Subcommittee On 
Oversight And investigations 
Committee On Energy And Commerce 
House Of Representatives 

Procedures Need Strengthening In The 
U.S. Synthetic Fuels Corporation’s 
Conflict Of Interest Program 

GAO rc,~~t,twrxl the appropriateness of the U.S. Synthetic 
Fuels’ Cor~mration’s criteria for identifying confidential 
Irrforr~~;~1tir)rr ;Ind, by using one case study, the consistency 
I,y wtjrcl~ these criteria fmve been applied. Also, GAO 
rt:v~c?wtxl I~-IO Corporation’s program to assist its directors, 
of F rr:&s, and employees in avoiding conflicts of interest. 

GAO ~found that the Cori)oration’s criteria for identifying 
conficflctrrtI;~I information are consistent with the purpose’s 
of lhr$ F~r~Morr\ of Information Act in protecting certain 
Inforrvlitttm from public release and that the Corporation, 
‘for the’! nrost pzlrt, consistently applied its criteria for 
~itlent~fylng confidential irrforrnation on the First Colony 
projr~x:t. 

GAO tl~d, howover, Idt?ntify weaknesses in the Cor- 
por;rtlorl’l; conflict of interest program, including key 
c:rnplj)yec?c; ;ind contractors not filing reports of their 
f!narr~:i;~l interests, irrsufflcient monitoring of officers’ and 

financial Interests, and conflict of interest 
being inconsistently made or inadequately 

the Corporation files. GAO makes 
to correct these weaknesses. 
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UNITED STATES GENERAL ACCOUNTING OFFICE 

WASHINGTDN, D.C. 20548 

R-201035 

The Honorable John D. Dingell 
Chairman, Subcommittee on Oversight 

and Investigations 
Committee on Energy and Commerce 
House of Representatives 

Dear Mr. Chairman: 

This is in response to your July 18, 1983, letter, addressed 
to the U.S. Synthetic Fuels Corporation, which also requested cer- 
tain work from us. Specifically, you asked that we review: 

--the appropriateness of the Corporation"s criteria for 
identifying confidential information and, using the First 
Colony peat-to-methanol project as a basis, the consistency 
by which these criteria have been applied; also whether 
information on the First Colony project initially withheld 
from the Subcommittee and subsequently provided to a public 
interest group had been properly classified as confidential 
and 

--the existing legislative criteria governing the Corpora- 
tion's conflict of interest program, the Corporation's 
procedures for preventing conflicts of interest, and how 
those procedures are followed. 

In reviewing the Corporation's practices used to designate 
information as confidential,' we used the First Colony project, 
as you asked and, with one exception, did not evaluate Corpora- 
tion information on any other synthetic fuel projects before the 
Corporation. We examined the Corporation's guidelines on public 
access to material in the possession and under the control of the 
Corporation; analyzed Corporation material on the First Colony 
project that had been provided both to you and others; compared 
the criteria conrained in the Freedom of Information Act for 
identifying confidential information against those used by the 
Corporation; and interviewed Corporation officials responsible for 
replying to public requests for Corporation material. 

lThroughout the remainder of the report, the term "confidential" 
refers to trade secrets, or commercial or financial information, 
exempt from disclosure under subsection(h)(4) of the Freedom of 
Information Act. 
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In reviewing the Corporation's conflict of interest efforts, 
we evaluated the program that the Corporation established to as- 
sist its directors, officers, and employees in avoiding conflicts 
of interest. Specifically, we examined the Corporation's policy 
on standards of conduct; reviewed the files of all Corporation 
directors, officers, employees, and independent contractors who 
have submitted reports of their financial interests; and on the 
basis of that review, discussed with the Corporation's ethics 
officer several of the conflict of interest determinations he has 
made. Appendix I contains a detailed discussion of our 
objectives, scope, and methodclogy and the detailed results of our 
work. 

In summary, we believe that the Corporation's criteria for 
identifying confidential information are consistent with the pur- 
pose of the Freedom of Information Act to protect certain informa- 
tion from mandatory public release. Also, we believe the Corpora- 
tion, for the most part, consistently applied its criteria for 
identifying confidential information on the First Colony project. 

Regarding information provided your Subcommittee in February 
1983, we found that in 17 places the Corporation initially with- 
held information from the Subcommittee because it misclassified 
general information as confidential. For example, in places where 
an entire sentence had been deleted from the material provided, 
only one word or one phrase in that sentence actually contained 
confidential information subject to deletion. Similarly, where an 
entire paragraph had been deleted, only one sentence of that para- 
graph contained confidential information subject to deletion. 
Overall, we found that the amount of misclassified information 
deleted was small compared to ,the total volume of material pro- 
vided. This misclassified information was provided to a public 
interest group and subsequently to the Subcommittee. In addition, 
the Subcommittee was provided the full text of the material with 
the confidential information highlighted in yellow. 

Regarding your second area of interest, we identified four 
weaknesses in the Corporation's conflict of interest program 
which could allow potential conflicts of interest to exist. They 
include (1) some Corporation employees with key responsibilities 
not submitting reports on their financial interests, (2) some Cor- 
poration contractors not providing complete information needed to 
determine their financial interests in, and affiliations with, 
companies conducting business with the Corporation prior to con- 
tract agreement time, (3) insufficient Corporation monitoring of 
officers' and employees' financial interests for potential con- 
flicts of interest, and (4) some conflict of interest determina- 
tions have been'inconsistently made or inadequately documented in 
the Corporation files. In view of these weaknesses, we are making 
recommendations to strengthen the Corporation's conflict of 
interest program. 

2 



THF CCRPORATI ON , FOR THE MOST PART, ---_.__. 
CON=TENTLY APPLIED ITS CRITERIA FOR ---_---- 
Tl)~~'IJ'l'TFYING CONFIDENTIAL INFORMATION _.-..- .-. 
(,I\1 7VF: FIRST COLCNY PROJECT -".-._-- 

Section 121 of the Energy Security Act (42 U.S.C. 8717 
(1982)) recruircs the Corporation to release to the public, upon 
rrbcruest I any information regarding its organization, procedures, 
rcqui rements, and activities. However, this section also 
authorizes the Corporation to withhold confidential business 
information that is exempt from disclosure under the Freedom of 
Tnforrnat ion Act. Further, this section makes the Trade Secrets 
Art (18 u.S.C. 1905 (1982)), which prohibits the release of confi- 
d e n t i a 1 b 1.1 s i. n e s s information by government employees to the pub- 
lic, appljcable to the Corporation. 

'Cn its February 9, 1983, response to your request for infor- 
mation on the First Colony project, the Corporation deleted cer- 
tain information that it considered to be confidential. According 
to the Corporation's Director for Public Disclosure, this informa- 
tion consisted of cost, production, and contract data involving 
the ~:Jroj@ct- sponsor and firms seeking to Construct or Operate the 
project.. Subsequently, your office informed the Corporation, in 
April 198.3, that its February 1983 response was unacceptable. 
Fol.lcwing two meetings between your office and Corporation offi- 
cials, the Corporation on May 18, 1983, provided you a full text 
of the rnatpt-ial ycu requested with confidential information high- 
lighted in yellow. This highlighting was done to alert you to the 
need to safeguard this information and guard against its inadver- 
tent release. 

According to the Corporation's Director for Public Disclo- 
sure, the Corporation used six criteria (see app. I) contained in 
the C<>rporation's guidelines on disclosure and confidentiality in 
detc!rInining whether the information initially and subsequently 
provjded to you was confidential. In our view, these six criteria 
at-cl ;ippropriate for identifying confidential information which is 
exempt from disclosure under the Freedom of Information Act. 

Apart from your request on the First Colony project, the Cor- 
poration al so responded on March 31, 1983, to a public interest 
group which, on March 16, 1983, requested the same package of 
information that you initially received. Based on our comparison 
of the initial response provided to you and that provided to the 
puh1i.c interest group, we identified 17 places where the public 
interest group received some additional information. According to 
the Director for Public Disclosure, the additional information 
represented information that the Corporation had initially clas- 
sified as being confidential, but once it realized that it was 
not, the Corporation removed restrictions on its release and 
provided it to the public interest group. 

3 
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In summary, we believe the C:orporati6:,n, for the most part, 
ctrnsistently applied its criteria for identifying confidential 
information on the First Colony project. We found that the Cor- 
poration did misclassify some general information as confidential 
in its initial response to you. However, the Corporation remedied 
that by providing you a second response, dated May 18, 1983, with 
confidential information highlight-ed in yellow. 

THE CORPORATION’S CONFLICT OF INTEREST 
FH~~;RAM SHOULD BE STRENGTHENED 

According to Corporation policy, its directors, offLcers, and 
employees will avoid any action, whether or not specifically pro- 
hibited, which might result in, or create the appearance of, 
giving improper preferential treatment to any person, or which 
might adversely affect the confidence of the public in the integ- 
rity of the Corporation. In addition to this general policy, the 
Corporation has included, in its conflict of interest program, re- 
strictions on its directors’, officers’, and employees’ financial 
interests and prohibitions on their actions on behalf of the Cor- 
poration. Also, the program requires the directors, officers, 
selected employees, and Corporation contractors to report their 
financial interests and the Corporation’s ethics officer to review 
these interests against the Corporation’s list of companies con- 
ducting business with the Corporation (list of participating 
organizations). 

During our review, we identified four weaknesses in the Cor- 
poration’s conflict of interest program which could allow 
potential conflicts of interests to exist. 

Some employees with key Corporation 
responsiblllties are not required to 
fllEe reports of their flnanclal interests 

The first weakness involves some key Corporation employees 
not being required to file r&ports of their financial interests. 
The Corporation’s ethics officer told us he currently relies on 
the departmental vice-presidents to determine which employees 
should file these reports. We found, however, that the vice- 
presidents have overlooked as many as 27 employees who have 
important Corporation responsibilities. 

For instance, five employees who have not been required to 
file reports of their financial interests are involved in 
developing the Corporation’s comprehensive strategy for meeting 
the synthetic fuel production goals established by the Congress. 
Although these individuals are not involved in evaluating any 
specific projects at the Corporation, they are involved in identi- 
fying energy sources for meeting the Corporation’s energy produc- 
tion goals. If one of these individuals has or acquires a 

4 
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financial interest in a particular energy source, that individual 
c0~1ld be involved in a conflict of interest situation. 

Because certain employees who have key roles at the Corpora- 
tion have not been required to file reports of financial inter- 
F? c; t q we believe the Corporation may need to expand its criteria 
on wit) should be reporting. These criteria currently are appli- 
cable to those employees involved in the investigation, 
6+vnluation, negotiation, administration, or implementation of any 
synthetic fuel project before the Corporation. As worded, we 
believe these criteria can be interpreted as excluding certain 
Corporation employees with key responsibilities (see app. I, p. 
10) if these employees are determined not to be directly reviewing 
a synthetic fuel project proposal. By expanding its criteria to 
specifically include employees with key responsibilities, we 
believe the Corporation can further its stated goal which is to 
properly perform the Corporation's business and maintain the 
public's confidence in the Corporation. 

Some independent contractors are not ---- 
zrovlding complete information needed 
to-determine their financial interests ---. 
and affiliations prior to contract --.- 
gL;eement time 

A second weakness concerns some Corporation independent con- 
tractors not l.isting their financial interests and affiliations. 
The Corporation does not require independent contractors to file a 
report of financial interest as it does for some of its em- 
ployees. However, independent contractors are required to com- 
pl.cte a Corporation document listing any financial interest in, 
and any affiliation with, any person, firm, or organization which 
is included on the Corporation's list of participating organiza- 
tions. This must be done before signing a contractual agreement 
with the Corporation. 

We looked at the Corporation files on 25 of approximately 80 
independent contractors who were required to provide financial 
interest information to the Corporation. We found 17 either did 
not submit the required document or, if submitted, left blank the 
porti.on where the listing was required.2 According to the 
instructions for completing the document, if the independent 
contractors had no such interests or affiliations, they were to 
wri.te "none" on the document. 

-_.- 

2During our review, we did not make an independent determination 
of the financial interests and affiliations of these contractors. 

5 



Al though we found that the other eight contractors had ini.- 
t:ially listed their financial interests and affiliations, we noted 
that they had not updated their 1 ists as changes occurred to the 
I if;t. of participating organizations-‘- reissued approximately every 
ot hc:r month. According ta the Corporation’s chief contracting of- 
f icertT there had been no Corporation requirement to provide con- 
tractors with updated lists of participating organizations nor ask 
t’h~m to further disclose their financial interests and affilia- 
tions as new companies appeared on these lists. However, after 
our inquiries on the subject, the Corporation instituted such a 
requirement in December 1983 and has been implementing it since 
that time. 

Independent contractors are likely to have worked for, are 
work i,ng for, or contemplate working for employers besides the Cor- 
poration. For that reason, we believe that, for all independent 
contractors under service to the Corporation, the Corporation 
should be aware of their financial. interests in, and affiliations 
with, companies on the Corporation’s l.ist of participating orqani- 
zations. By ensuring that its financial interest requirements re- 
garding independent contractors are met, we believe the Corpora- 
tion can avoid possible conflict of interest situations in the 
future. 

Insufficient monitoring of 
employees’ financial interests 
for potential conflicts of interest 

A third weakness in the Corporation’s conflict of interest 
program relates to monitoring of officers’ and employees’ fi- 
nancial interests. Qfficers and employees have the primary re- 
sponsibility for identifying a potential conflict of interest 
situation, They are routinely provided an updated Corporation 
list of participating organizations and asked, on the basis of 
that list, to bring any potential conflict of interest matter to 
the ethics officer’s attention. However, to safeguard against 
eonf 1 icts of interest, the Corporation’s ethics officer told us 
that once a year he checks each officer’s and employee’s reports 
of financial interests against the companies on the Corporation’s 
list of participating organizations.3 If a match occurs, the 
ethics officer notifies the officer or employee that he or she 
should either disqualify himself or herself from any work 
involving that company or request a conflict of interest waiver. 
The ethics officer believes that officers and employees have done 
a qood job of reporting potential conflicts of interest and that 
this annual review has been sufficient. 

3Thc: ethics officer presently reviews the financial interests of 
the Corporation directors prior to each Board of Directors 
meeting. 

6 
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We found, however, examples where officers and employees had 
financial interests in companies that have been added to the Cor- 
pclration's list of participating organizations since the ethics 
of"ficcer completed his last annual review. Specifically, we iden- 
tified four officers who each had reported a financial interest 
in a different company on the Corporation's list of participating 
organizations for more than 3 months but had not notified the 
ethics officer. We believe this interval of time was sufficient 
f"or these officers to have disqualified themselves from the proj- 
ectki sponsored by these companies or sought conflict of interest 
waivers. Because none did and because of their position in the 
Corporation, we believe the appearance of a conflict of interest 
could arise. 

Pn addition, we identified two employees each of whom had 
been assigned to a group of Corporation employees directly respon- 
sible for evaluating a project. These two employees, however, 
reported having a financial interest in the project sponsor. 
After we brought this to the Corporation ethics officer's atten- 
tion, we were told that one of the two employees had already dis- 
posed af the financial interest. He said that the other employee 
still had the financial interest in question but had not yet 
started work on the project, and had been reassigned to other 
duties within the Corporation as a result of our inquiry. 

The Corporation updates the list of companies involved in 
synthetic fuel projects before the Corporation about every other 
month and provides that list to all officers and professional em- 
ployees so that they can identify and bring any possible conflict 
of interest to the ethics officer's attention. This effort, how- 
p-qF'r I ". I has not prevented Corporation officers and employees from 
being placed in conflict of interest situations. On the basis of 
our work, the Corporation has recognized that a problem exists in 
this area and has been including a notice to all officers and pro- 
fessional employees, in subsequent lists of participating organi- 
x 24 t ion s I pointing out the prohibition against their participating 
on projects in which they have a financial interest. While this 
it; a good step, we believe the ethics officer needs to review 
Forms more frequently in order to assure that conflicts do not 
arise. 

In discussing this issue with the ethics officer, he con- 
tinues to believe that his annual monitoring is successful in 
identifying and ;r eventing potential conflict of interest situa- 
t ions at the Corporation. However, in view of our finding that 
Corporation offi zers and employees were not complying with the 
prohibition, we continue to believe the Corporation may want to 
have the ethics officer review officers' and employees' financial 
interests against the Corporation's list of participating organi- 
zations on more than an annual basis. The ethics officer is re- 
:sponsible for adding new companies to the list of participating 
organizations and for maintaining custody of officers' and employ- 
ec! !,j ' reports of financial interests. Given the number of 

7 



inancial tly are required tc report their f 
1001, and of that number, who own stock 

:::f~nrcs in any olltside company or corporation (less than 50), we do 
rrrjt believe it would he a difficult. or time-consuminq task for the 
cathi~‘~i officer to review the officers’ and employees’ reports 
aqzGn.f,t those new companies (usually about 20 to 30) that are 
ac3tltad to each updated list.4 

Some conflict of interest determinations . ..-.-&. 
have been inconsistently made or ‘7-- 
znadequately documented -.“.--*-- 

A fourth weakness pertains to the Corporation’s handlinq of 
individual conflict of interest cases. According to the Corpora- 
tion’s conflict c?f interest policy, directors, officers, and 
employees will avoid any action, whether or not specifically pro- 
hibited, which might result in, or create the appearance of, 
giving improper preferential treatment to any person, or which 
might adversely affect the confidence of the public in the inteq- 

~ rity of the Corporation. In addition, the Corporation’s conflict 
~ of Interest program reauires the directors, officers, selected em- 
: pl oyces I and Corporation contractors to report their financial in- 
~ terests and the Corporation’s ethics officer to review these 

interests against the Corporation’s list of participating organi- 
zations. If an individual has a financial interest in a company 
on the list of participating organizations, the ethics officer ‘is 
required to determine in writing whether or not the interest is 
significant enough to affect the individual’s services for the 
Corporation. If the ethics officer determines that the financial 
interest is too remote or too inconsequential, a conflict of 
interest waiver is granted. 

The ethics officer is responsible for making conflict of in- 
terest determinations for Corporation officers and employees. 
While the ethics officer has been involved in advising directors 
on conflict of interest matters, the responsibility for making 
conflict of interest determinations for Corporation directors 
rests with the board of directors. 

Durinq our review, however, we found 17 instances out of ap- 
proximately 80 total conflict of interest cases where there were 
inconsistent determinations beinq made (3) or there was a lack of 
documentation of the determinations made (14). In these 17 in- 
stances r the ethics officer either ruled there was no conflict of 
interest (9) or granted a conflict of interest waiver (8). 

4?his should take only a few hours. It would require the ethics 
officer to review less than 50 reports of financial interests, if 
hi;’ limits himself only to those officers and employees who had 
reported owning stock shares, against the 20 to 30 new companies 
doing business with the Corporation. 

8 
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Concerning inconsistent determinations, in June 1983, the 
Corporation's ethics officer stated, in a memorandum to a direc- 
tor, that the director's close personal friendship with the presi- 
dent of a company sponsoring a project before the Corporation did 
not represent a conflict of interest because he did not have any 
financial interest in the company. On the other hand, in a Novem- 
ber 1983 memorandum, the Corporation's ethics officer stated that 
another director's close personal friendship with the president of 
a company sponsoring a project before the Corporation did repre- 
sent a conflict of interest because it created the appearance of 
giving improper preferential treatment to this friend and/or it 
might adversely affect the confidence of the public in the integ- 
rity of the Corporation. For us, in reviewing the memoranda, it 
was difficult to draw a distinction between the two situations be- 
cause in neither case did the director have a financial interest 
in the respective company. Therefore, we believe the positions 
taken by the ethics officer should have been the same. 

A lack of documentation of the conflict of interest determi- 
nations made was also a concern. For example, according to his 
1982 financial statement, a Corporation director was a former 
partner and managing director in a company which became involved 
in sponsoring several projects before the Corporation. Despite 
this, there exists no documentation regarding the possible con- 
flict of interest aspects of the situation. According to the 
ethics officer, he believed that the director had not been associ- 
ated with his former company for 5 years and, as likely as not, 
the company was not involved with synthetic fuel projects then. 
Thus, the ethics officer told us he did not pursue the situation 
with the director but instead concluded there was no conflict of 
interest and no reason to document the situation. We believe, 
however, that some uncertainty exists in whether the director had 
been associated with his former company since leaving their em- 
ploy, and for that reason, the ethics officer should have investi- 
gated the situation and documented his investigation in writing. 

The number of instances we found of inconsistent conflict of 
interest determinations or a lack of documentation of the deter- 
minations made represents about one-fifth of the total number of 
conflict of interest determination cases of the Corporation. 
Given the trust confided in the Corporation by the Energy Security 
Act for the private sector development of commercial synthetic 
fuel projects, the ratio of these instances to the total seem too 
important to overlook. Therefore, we believe that the Corporation 
should improve its conflict of interest efforts by ensuring that 
conflict of interest decisions are adequately supported and docu- 
mented and consi'stent with Corporation policies and procedures. 
By doing this, we believe the Corporation can provide a clearer 
signal to its officers and employees regarding the conduct 
expected of them and help prevent conflicts of interests or such 
appearances in the future. 

9 
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RECOMMENDATIONS 

To enhance the public confidence in the integrity of the 
u.s* Synthetic Fuels Corporation, we recommend that the Corpora- 
tion chairman: 

---Expand the Corporation's criteria on which employees 
should be submitting reports of their financial interests 
by specifying, in the criteria, that it is also applicable 
to those employees with key responsibilities (not neces- 
sarily project-specific). 

--Enforce the Corporation's requirement that all independ- 
ent contractors under service to the Corporation either 
report their financial interests in, and affiliations with, 
companies on the Corporation's list of participating organi- 
zations, or report that they have none. 

--Direct the ethics officer to increase the frequency of his 
monitoring of officers' and employees' financial interests 
to better identify and resolve conflict of interest 
situations, 

--Require the ethics officer to ensure that conflict of 
interest decisions are consistent and the reasons for the 
decisions are documented in the Corporation's files. 

We did not obtain written agency comments. However, we dis- 
cussed the contents of the report with Corporation officials to 
ensure the report's accuracy. We also discussed the contents of 
the report with an official of the Office of Personnel Manage- 
ment's Office of Government Ethics to ensure that the report deals 
with conflict of interest activities at the Corporation in a fair 
and consistent manner. Except for not obtaining written agency 
comments, we made our review in accordance with generally accepted 
government auditing standards. 

As arranged with your office, unless you publicly announce 
its contents earlier, we plan no further distribution of this 
report until 30 days from the date of its issuance. At that time, 
we will. send copies to the Corporation; the Director, Office of 
Management and Budget; the Senate Committee on Energy and Natural 
Hesources; the Senate Committee on Governmental Affairs; the House 
Committee on Government Operations; and others upon request. We 

10 
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will ask the Corporation to advise the committees and us within 60 
days of any action it has taken or plans to take on our 
recommendations. 

Director 
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DETAILED DISCUSSION OF CONFIDENTIALITY 

APPENDIX I 

OF DOCUMENTS AND CONFLICTS OF INTEREST 

CYVRNVI rcw -.-----.-- 

Quest ions on the consistency used by the Corporation in its 
handling of confidential documents and the adequacy of the 
Corporation's conflict of interest efforts evolved from the 
Corporation's evaluation of the First Colony peat-to-methanol 
pro-ject . In late 1982, a newspaper article stated that the 
chairman of the Corporation signed a letter of intent to 
f:inancially assist this project over the objections of the 
Corporation staff.1 Subsequently, the Chairman, Subcommittee on 
Oversight and Investigations, House Committee on Energy and 
Commerce, asked the Corporation, by letter dated January 10, 1983, 
to provide the Subcommittee with all memoranda, reports, and other 
documents the Corporation staff prepared concerning the First 
Colony project. 

After receiving two Corporation responses--dated February 9, 
1983, and May 18, 1983--the Subcommittee chairman questioned 
whether he had received all relevant material in response to his 
request. Therefore, by letter dated July 18, 1983, he indicated 
tu the Corporation that he would ask us, along with his 
S;uhcommittee staff, to review the Corporation files on the First 
Colony peat-to-methanol project. He also questioned the amount 
and type of information that had been classified as confidential 
in the material he received, including.the project cost and the 
percentaqe of the project cost that related to harvesting of the 
peat . Because he believed that determinations of confidentiality 
were being overused, he also indicated to the Corporation that he 
would ask us to review the Corporation's practices on determining 
confidentiality in light of the First Colony peat-to-methanol 
project to determine whether such extensive use of confidentiality 
is warranted or required. 

At the same time, the Subcommittee chairman noticed, in the 
material provided to the Subcommittee, that one of the Corpora- 
tion's directors had a financial interest in a company which had 
indicated an interest in becoming one of the sponsors of the First 
Colony project.2 The Board of Directors was aware of the amount 
of the financial interest this director maintained in the company 

'In February 1984, the sponsors of this project withdrew their 
request for financial assistance and, in March 1984, the Corpora- 
'tion withdrew its letter of intent to financially support the 
project. 

2Thi:; company was not then, nor is it now, a sponsor of the 
p r 0 :j e c t. . 
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and determined it to be toa inconsequential to affect the integ- 
rity of this director's service for the Corporation. Therefore, 
the Board permitted the director to participate in voting on the 
project. In view of this determination, the Subcommittee chairman 
also indicated to the Corporation that he would ask us to examine 
more closely the adequacy of the Corporation's conflict of inter- 
est efforts _ _ I I including determinations regarding each of the Board 
members. 

OBJECTIVES, SCOPE, AND METBODOLOGY 

Based on discussions subsequent to the Subcommittee's letter 
of July 18, 1983, to the Corporation, the Subcommittee chairman's 
office agreed there would be no joint review of the Corporation 
files on the First Colony project. Instead, as one objective, 
the Subcommittee chairman's office asked that we determine the ap- 
propriateness of the Corporation's criteria used for identifying 
confidential information and, using the First Colony project as a 
basis, whether these criteria had been consistently applied. The 
Subcommittee chairman's office also asked that we determine 
whether information on the First Colony project initially withheld 
from the Subcommittee and subsequently provided to a public inter- 
est group had been properly classified as confidential. As a sec- 
ond objective, the Subcommittee chairman's office also asked us to 
review the existing legislative criteria governing Corporation 
conflicts of interest, the Corporation's procedures for preventing 
conflicts of interest, and how the procedures are followed. We 
performed our review of these matters between October 1983 and 
February 1984. 

In addressing the two objectives, we reviewed the legislative 
history of the Energy Security Act (Public Law 96-294) which 
created the Corporation. The act contained specific provisions 
applicable to the Subcommittee's request, namely section 121 (42 
U.S.C. 8717 (1982)), which addresses public access to information, 
and section 118 (42 U.S.C. 8714 (1982)), which addresses conflicts 
of interest and financial disclosure. We also reviewed the Free- 
dom of Information Act (5 U,S.C. 552 (1982)); the Ethics in Gov- 
ernment Act of 1978 (Public Law 95-521); federal regulations on 
employee responsibilities and conduct, and executive personnel fi- 
nancial disclosure requirements; and Executive Order 11222 which 
prescribes standards of ethical conduct for government officers 
and employees. 

In reviewing the Corporation's practices on handling confi- 
dential information, we directed our attention to the First Colony 
project and, with one exception, did not evaluate Corporation in- 
formation on any other synthetic fuel project before the Corpora- 
tion. In one instance, we did review Corporation material pro- 
vided to another congressional oversight committee--the Subcommit- 
tee on Environment, Energy, and Natural Resources, House Committee 
on Government Operations--on another project. We examined the 
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corpora t Eon ’ s guidelines on public access to material in the pos- 
:$~!sfi~on and under the control of the Corporation; analyzed Corpor- 
;rt:'rcrn m(:~t:eria.l on the First Colony peat-to-methanol project that 
had ~H+(.~II provided both to the Subcommittee and others; compared 
tlc)llrt:'-clclveI.oy.,r?d and leqislative hzstory criteria for identifyrnq 
c:cjnl sdtbntial busrness information under the Freedom of Information 
Act. agi:lrnst that used by the Corporation; and interviewed 
(:orporatlon otf:lcials responsible for replying to public requests 
ftrr project materral In the possession of the Corporation. We did 
not. evaluate, however, whether the Corporation had properly 
~.tlent:if ~r?d conf:ident,ral information on the First Colony project, 
exce[,t f:or selected places where the Corporation indicated that it 
tlaci Initially mlsclassitied some general information as 
ctrn f i dent i al l 

Reqardinq the Corporation's conflict of interest efforts, to 
review the Corporation's procedures for preventing conflicts of 
interest, WC analyzed the Corporation's policy on standards of 
conduct and dIscussed the palicy with the Office of Personnel 
Management's Oftice ot Government Ethics, which is responsible for 
approving portions of that policy. We also compared the Corpora- 
tion's po,li.cy agarnst those policies used by various federal agen- 
c1.e~ lncludinq the Department of Defense, Department of the 
lnterio'r I and Environmental Protection Agency. Next, to determine 
how the Corporatron's conflict of interest procedures are fol- 
lowed, we analyzed determinations by the Corporation's ethics of- 
fleer in cases of potential conflict of interest. Also to 
independently determine rf any individuals were involved in a po- 
tential. conflict of interest situation, we reviewed the files of 
all Corporation directors, officers, and employees who have been 
rec~u~red or have been asked to file reports of financial inter- 
t?sts. We consulted with the Office of Government Ethics3 and 
discussed wrth the Corporation's ethics officer several conflict 
of interest determinations made and potential conflicts of 
interc!!ct identltied by us. 

“In add 1 t ion, we examined the pay classifications and job 
f:unct.ions of all remainlnq Corporation employees, and reviewed the 
contract f:~les for tblosc independent contractors who have received 
$1 5 I IIOI) oc more* In payments from the Corporation during any 
q~ven tlscal year since the Corporation's inception in 1981 to de- 
te r-1111 f-its if any others should have been required to report their 
f"Lnanc!llil Interests under the Corporation's conflict of interest 

%?he (~I:~ce of Government Ethics is responsible for providing 
overall direction and leadership concerning executive branch 
pcrlics.fzs related to preventing conflicts of interest. 

4We arbitrarily selected this amount which represents an amount 
near the salary of a GS-16 official employed for 90 days. 
Accorriinq to the Corporation's policy on standards of conduct, a 
consultant receiving this salary is required to submit a report 
of: f:rnanczal dlselosure. 

3 
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prug ram. Finally, we reviewed various GAO reports which have ad- 
d 'r e b; $7 . ed the issue of conflicts of interest and financial disclo- 
sure at such federal agencies as the National Science Foundation, 
U.S. Geological Survey, Department of Defense, Department of the 
Interior, and Federal Reserve Board. 

During our review, a Long Island, New York, newspaper pub- 
lished a series of articles alleging specific conflicts of inter- 
est by two of the Corporation’s directors. The Corporation’s 
ethics officer told us that he had completed his review of this 
matter and had provided the results to the Subcommittee. We did 
not perform an independent review of this matter. 

We did not obtain written agency comments. However, we 
discussed the contents of the report with Corporation officials to 
ensure the report’s accuracy. We also discussed the contents of 
the report with an official of the Office of Government Ethics to 
ensure that the report deals with conflict of interest activities 
at the Corporation in a fair and consistent manner. Except for 
not obtaining written agency comments, we made our review in 
accordance with generally accepted government auditing standards. 

APPLICATION OF THE CORPORATION 
CRITERIA FOR IDENTIFYING CONFIDENTIAL 
INFORMATION ON THE FIRST COLONY PROJECT 

Section 121 of the Energy Security Act requires the 
Corporation to make available to the public, upon request, any 
information regarding its organization, procedures, requirements, 
and activities, However, this section also authorizes the Corpo- 
ration to withhold confidential business information which is 
exempt from disclosure under the Freedom of Information Act. 
Further, this section makes the Trade Secrets Act (18 U.S.C. 1905 
(1982)), which prohibits the release of confidential business 
information by government employees to the public, applicable to 
the Corporation. 

We found that the Corporation's criteria for identifying 
confidential information are consistent with the purpose of the 
Freedom of Information Act to protect certain information from 
mandatory public release. Ln addition, using the First Colony 
peat-to-methanol project as a basis, we found that the 
Corpora t ion, for the most part, consistently applied its criteria 
for identifying confidential information on the First Colony 
pojeCt. 

Zn its February 1983 response to the Subcommittee, the 
Corporation withheld some material from the Subcommittee because 
it nrisclassif ied general information as confidential. We found 
that the amount of information deleted in these places was small 
compared to the total vnlump of material provided. This 
mi.5c.las.siEied information was provided to a public interest group 
and subseyuen t ly to the Suhcomrn i t tee . 

4 
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The Corporation's criteria for identifying 
contidential information are consistent with 
the Freedom of Information Act - 

In practice, the Corporation withholds from the public infor- 
matlon which, in its view, tails into two of the nine categories 
of material exempt from disclosure under the Freedom of 
Intormatson Act. The two categories are business confidential 
tntormation and predeeisional 
and (5)(1982)).5 

analyses. (See 5 U.S.C. 552(b)(4) 
At the time a project sponsor submits 

confidential information to the Corporation, the Corporation does 
not generally require the sponsor to justify the confidentiality 
markings. However, when a request has been received from an 
outside party for copies of the confidential information, the 
Corporation gives the sponsor an opportunity to support the 
information's confidentiality. Subsequent to that, the 
Corporation makes its own confidentiality determination.6 

According to the Corporation's Director for Public 
Disclosure, the Corporation uses six criteria contained in the 
Corporation's October 1981 quidelines on disclosure and 
confidentiality in determining whether information in its 
possession is confidential. The criteria consider whether 

--the information has been held in confidence by the 
person to whom it pertains; 

--the information is of a type customarily held in 
confidence by the person to whom it pertains, and there is 
a reasonable basis for the person holding the information 
in confidence; 

--the lntormatlon was transmitted to and received by 
the Corporation in confidence; 

--the information is avallable in public sources; 

5The Corporation defines predecisional analyses as including 
advisory opinions, recommendations, and deliberations comprising 
part ot a process by which Corporation decisions are formulated 
and the release of which would likely interfere with the 
Corporation's deliberative process and stifle honest and frank 
discussions within the Corporation. 

6Should the Corporation decide to provide information to an 
outside party that the sponsor considers confidential, the 
sponsor may appeal this decision to the Corporation's Office of 
General Counsel which must rule on the appeal within 25 business 
days. The Corporation's quldellnes on disclosure and 
contldentiality provide for no further appeal within the 
Corporation. 

5 
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--disclosure of the information is likely to impair 
the Corporation's ability to obtain similar information in 
the future; and 

--disclosure of the information is likely to cause 
sukstantlal harm to the competitive position of the person 
from whom the information was obtained. 

We found that the purpose of exempting confidential business 
Lnlt-ormation from public disclosure under the Freedom of 
'Tnformation Act 1s to protect the privacy and the competitive 
position of those who provide certain information to assist 
cJtrvernment pol~cymakers. The exemption encourages cooperation 
with the yovernment by protecting those who disclose confidential 
information to qovernment agencies from competitive disadvantages 
t.hat would result from its publication. The legislative history 
of. the Freedom of Information Act further describes the purpose of 
the exemption as being to protect the confidentiality of 
i.nf-ormatlon obtained through government inquiry, which would 
custc'rmar~ly not be released to the public by the person from whom 
at: was obtained. Thus, in our view, the six Corporation criteria 
arc! appropriate for identifying confidential information which is 
rhxempt from disclosure under the Freedom of Information Act. 

The Corporation, for the most part, --- 
conssstently applied its criteria for 
ldentlfyinq confidential information I-- 
on the First Colony project ..---111-1111. -__(- 

Based on the January 10, 1983, request by the Subcommittee 
chairman for information on the First Colony peat-to-methanol 
projectI the Corporation provided the Subcommittee, by letter 
dated February 9, 1983, a package of material with information 
tlcaleted that it had determined to be confidential. According to 
t:he Corporation's Director for Public Disclosure, information 
rlt~~l(?tc!d by the Corporation related to cost, production, and 
contract data involving the project sponsor and firms seeking to 
ronstruct or operate the project. 

Subsequently, the Subcommittee chairman indicated to the 
Cr~rporat ion I in April 1983, that the February 1983 response, with 
11 t.s dch 1 et 1 ons , was unacceptable. Following two meetings between 
f.hc+ Subcommittee staff and Corporation officials, the Corporation 
T~c(*)vider.T the Subcommittee by letter dated May 18, 1983, a full 
"r:cbxt c'rt' the material with confidential information highlighted in 
?yC? I 1 C"')W rn This hiqhliqhting was done to alert the Subcommittee to 
t..Ilr? ncted to safeyuard this information and guard against its 
inadvertent release. 

Since the May 18, 1983, response, the Corporation's Director 
ior Public Disclosure told us that the Corporation has elected to 
t:rcbat riIl subsequent requests from any of its congressional over- 
!; 1 qtlt subcommittees in a similar manner. As ot February 1984, 
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only one other congressional oversight subcommittee--the Subcom- 
mittee on Environment, Energy, and Natural Resources, House Com- 
mittee on Government Operations-- had requested project information 
from the Corporation, but that request did not involve the First 
Colony peat-to-methanol project. We reviewed the material pro- 
vided to that other committee and no material appeared to be 
deleted. 

We also noted that a Washington-based public interest group 
requested, by letter dated March 16, 1983, duplicate copies of the 
First Colony material provided to the Subcommittee. According to 
the Corporation's Director for Public Disclosure, the Corporation 
removed predecisional Corporation analyses in the form of advisory 
opinions, recommendations, and deliberations from copies of the 
material, and because of Corporation practice, it re-reviewed 
copies of the remaining material for confidential information. In 
this re-review, the Director for Public Disclosure told us the 
Corporation determined that some of the information deleted from 
the material provided to the Subcommittee in the February 1983 
response was not confidential information. For example, in places 
where an entire sentence had been deleted, only one word or one 
phrase in that sentence contained confidential information subject 
to deletion, Similarly, where an entire paragraph had been de- 
leted, only one sentence of that paragraph contained confidential 
information subject to deletion. Based on our comparison of the 
initial material provided to the Subcommittee with that provided 
to the public interest group on March 31, 1983, we identified 17 
places where the public interest group received some additional 
information not initially provided to the Subcommittee. 

We believer however, using the Corporation's criteria for 
identifying confidential information, that the additional material 
provided to the public interest group was of a general nature and 
did not contain confidential information. For example, a nonspe- 
cific discussion on peat harvesting costs would probably be 
considered general information, but the actual cost was considered 
confidential and consequently was withheld from the public 
interest group. 

In summary, the Corporation withheld confidential information 
(and some general information misclassified as confidential) in 
its February 9, 1983, response to the Subcommittee on the First 
Colony project. Subsequently, the Corporation remedied that by 
providing the Subcommittee, on May 18, 1983, a full text of the 
material with confidential information highlighted in yellow. 

THE CORPORATION'S CONFLICT 
CKJ INTEREST PROGRAM 

According to Corporation policy, its directors, officers, and 
employees will avoid any action, whether or not specifically pro- 
hibited, which might result in, or create the appearance of giving 
improper preferential treatment to any person, or which might ad- 
versely affect the confidence of the public in the integrity of 
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the Corpora t ion. In addition to thi?; general policy, the Corpora- 
tion has included in its conflict of interest program, restric- 
tions on its board of directors’, officers’, and employees’ 
Financial interests and prohibitions on their actions on behalf of 
the Corporation. Also r the program requires the directors, of- 
f icors, selected employees, and Corporation contractors to report 
their financial interests to the Corporation’s ethics officer who 
reviews these interests against a list of companies (list of par- 
ticipatin? orqanizations) conducting business with the Corpora- 
tion. Thus list contains the name of every company that is 
undertaking I or formally proposes to undertake, a synthetic fuels 
project involving the Corporation and any other entity participat- 
ing in any material way in any such project. This list includes, 
but is not limited to, financial institutions, investment bankers, 
construction companies, engineering firms, supply contractors, and 
law firms. 

If an individual has a financial interest in a company on the 
list of participating orqanizations, the ethics officer is re- 
quired to determine whether or not the interest is significant 
enough to affect the individual’s services for the Corporation.7 
If the ethics officer determines that the financial interest is 
tS>o remote or too inconsequential, a conflict of interest waiver 
is granted. If the ethics officer determines otherwise, then 
divestiture of the financial interest, reassignment within the 
Corporation, or other remedies are sought. 

The ethics officer is responsible for making conflict of 
interest determinations for Corporation officers and employees. 
While the ethics officer has been involved in advising directors 
on conflict of interest matters, the responsibility for making 
conflict of interest determinations for Corporation directors 
rests with the board of directors. 

During our reviewl we identified four weaknesses in the 
Corporation’s conflict of interest program which could allow 
potential conflicts of interest to exist. 

--Some employees with key Corporation responsibilities are 
not required to file a report of their financial interests. 

--Some independent contractors are not providing complete 
information needed to determine their financial interests 
and affiliations prior to contract agreement time. 

--The Corporation is not sufficiently monitoring officers’ 
and employees ’ financial interests for potential conflicts 
of interest. 

--Some conflict of interest determinations have been 
inconsistently made or inadequately documented. 
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Some employees with key Corporation 
responsibilities are not required to 
&le reports of: their financial interests 

Although the Energy Security Act generally exempts the Cor- 
poratlon from statutes governing federal departments, section 118 
of the act does reyuire the Corporation to follow the financial 
disclosure provisions of the Ethics in Government Act of 1978. 
These provisions require the reporting of financial interests by 
certain Corporation officials. The Corporation has also required 
some of its employees, not covered by these provisions, to report 
their financial interests. We found, however, that the 
application of the Corporation process used to identify these 
employees has overlooked as many as 27 employees who have key 
responsibilities at the Corporation. 

Section 118 of the Energy Security Act requires the direc- 
tars, officers, and Corporation employees who are compensated at a 
rate equivalent to that payable for a grade GS-16 or above 
($58,900 annually) to complete annual financial disclosure forms. 
The form requires the employee to disclose any other employment 
relationships and any non-Corporation income, assets, liabilities, 
and gifts. Because copies of these forms are available to the 
~public upon request, they provide the public a basis to measure 
khe integrity of the Corporation.8 

The Corporation, in its policy on standards of conduct, ex- 
panded the provisions of the Enerqy Security Act by requiring that 
certain additional employees complete a report of financial inter- 
est. Accordinq to this policy, such a report shall be submitted 
annually by each Corporation employee whose position is equivalent 
to a qrade GS-13 or above ($36,100 annually) and who occupies a 
position, the basic duties and responsibilities of which consist 
of the investigation, evaluation, negotiation, administration, or 
implementation of any synthetic fuels project formally proposed to 
the Corporation or the procurement of goods and services for the 
Corporation. The policy specifies that it is also applicable to 
'such other employees who are in positions which otherwise meet the 
above criteria, except for rate of compensation, and whose inclu- 
sion has been determined by the Chairman in writing as essential 
to protect the integrity of the Corporation and avoid employee in- 
volvement in a possible conflict of interest situation. According 
to the Corporation's ethics officer, the vice-presidents of the 
Corporation have been permitted to interpret this expanded policy 
and determine who, in their respective departments, should be 

isubmittinq these reports of financial interest. 

In applyinq these criteria, we found, however, that the vice- 
presidents' determinations for these employees (GS-13 up to GS-16) 

8The Ethics in Government Act of 1978 (Public Law 95-521) directs 
the Ottice of Government Ethics 'to systematically review the 
contents of these terms. 
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hcivcf overlooked many who have key responsibilities at the Corpora- 
tr,, 1. 0 i?l 1 For Instance, within the same department, we identified two 
sensor analysts with comparable job functions and salaries, but 
only one was submitting a report of financial interest. Also, we 
found that two file clerks (GS-7) responsible for maintaining 
fJrt’,jFtCt files were submitting reports of financial interest, but 
t.hc: director for industry relations responsible for being the 
principal Corporation liaison to industry was not. Because of 
these and other slmllar situations, we submitted to the Corpora- 
tion a list of 27 employees and asked why these employees were not 
submitting reports of financial interest. 

After checking with the respective vice-presidents within the 
Corporation, the Corporation ethics officer indicated that four of 
these employees would be asked to report their financial interests 
in the future. However, according to the ethics officer, the 
other 23 employees, including the senior analyst and the director 
f:or industry relations mentioned above, would not be asked to do 
c;o because the respective vice-presidents did not believe these 23 
employees strictly met the Corporation's standards of conduct 
policy for desiqnating which employees should report their 
financial znterests. 

While we do not believe that all employees at the Corporation 
should be asked to report their financial interests, reporting by 
some additional employees appears essential to protect the integ- 
rity of the Corporation. For instance, 5 of the 23 employees men- 
tioned above who have not been required to file reports of their 
financial interests are involved in developing the Corporation's 
comprehensive strategy for meeting the synthetic fuel production 
goa 1 s established by the Congress. Though these individuals are 
not involved in evaluating any specific projects at the Corpora- 
tion, they are involved in identifying energy sources for meeting 
the Corporation's energy production goals. If one ot these indi- 
vidua.ls has or acquires a financial interest in a particular 
energy source, that individual could be involved in a conflict ot 
interest situation. 

In addition, we found that these other key Corporation em- 
ployees-- also a part of the 23 employees mentioned above--were not 
reporting their financial interests: 

--Manager for Employment, 

--Director tor Public Disclosure, 

--Director tor Media Relations, 

--Director for House of Representatives Relations, and 

--Director for Senate Relations. 

We helleve these employees probably should be reporting their 
financial interests. Because of their work responsibilities in 
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providi.nq information to parties outside the Corporation and pos- 
sible financial interests, these employees could be involved in 
potenti.al conflict of interest situations and, if true, those 
conflicts could adversely affect the integrity of the Corporation. 

Conclusion and recommendation -- 

Recause certain employees who have key roles at the Corpora- 
tion have not been required to file reports of financial inter- 
ests, we believe the Corporation may need to expand its criteria 
on who should he reporting. These criteria currently are appli- 
cable to those employees involved in the investigation, evalua- 
tion, negotiation, administration, or implementation of any 
synthetic fuel project before the Corporation. As worded, we 
believe these criteria can be interpreted as excluding certain 
Corporation employees with key responsibilities (see p. 10) if 
these employees are determined not to be directly reviewing a 
synthetic fuel project proposal. Ry expanding its criteria to 
specifically include employees with key responsibilities, we 
believe the Corporation can Eurther its stated goal which is to 
properly perform the Corporation's business and maintain the 
public's confidence in the Corporation. 

Therefore, we recommend that the Chairman, U.S. Synthetic 
Fuels Corporation, expand the Corporation's criteria on which em- 
ployees should be submitting reports of their financial interests 
by specifying, in the criteria, that it is also applicable to 
those employees with key responsibilities (not necessarily 
project-specific). 

Some independent contractors are not I providing complete information needed to 
determine their financial interests 
and affiliations prior to contract 
agreement time 

Independent contractors fulfill essential mission responsi- 
~ bilitics at the Corporation. They have been used to assist in de- 
veloping and negotiating financial assistance agreements and de- 
veloping the Corporation's comprehensive strategy for achieving 
the synthetic fuel production goals established by the Congress. 
The Corporation has attempted to avoid even the appearance of a 
conflict of interest for its independent contractors by establish- 
ing a requirement that these contractors disclose any relation- 
s h i p s they might have with companies conducting business with the 
Corporation. We found, however, that this requirement was not 
alwclyr; t)c.;ing enforced, and therefore, the Corporation was not in a 
position to determine whether a conflict of interest situation 
cxintcrl for these independent contractors. 

1.n practice, the Corporation does not require independent 
contractors to file reports of financial interest as it does for 
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:;i)rnc 1 of its own employees. However, according to the Corpora- 
t i. on ’ .s ethics officer, the Corporation does require these inde- 
~,)6zridG~~rit contractors to compl.ete a document listing their financial 
l.ntet-ests in and affiliations with, companies on the Corpora- 
t:ion’s list I>E participating organizations prior to signing a con- 
t: r-actual agreement. If a contractor has an interest in, or 
arj’i”liati.on with, one of these organizations, he or she may not be 
~kmployed by the Corporation unless the Corporation’s ethics 
officer grants a waiver, 

We reviewed the fi.les of those independent contractors who 
have received $15,000 or more (see page 3 of appendix I) in pay- 
ments from the Corporation during any fiscal year since the Cor- 
poration’s inception in 1981 l We identified 25 out of 
approximately 80 independent contractors that met these criteria, 
and these contractors have signed a total of 43 agreements with 
the Corporation. 

Of the 25 contractors identified, 17 did not comply with the 
Corporation’s conflict of interest requirement.9 The contractors 
either did not submit to the Corporation the document which lists 
their financial interests and affiliations or, if they did submit 
the document, that portion requiring a listing of financial in- 
t.crests was left blank. 1f the independent contractors had no 
such interests or affiliations, then the contractors were to write 
” none ” on the document. 

CJE the eight contractors who properly complied with the re- 
quirement, two stated they had a financial interest in organiza- 
tions on the Corporation’s list of participating organizations. 
We found I however, that neither contractor was granted a waiver of 
that. interest by the ethics officer, as required by the Corpora- 
tion. According to the ethics officer, he was unaware that a po- 
tential conflict of interest existed for these contractors because 
he was not notified by the Corporation’s contracting officer of 
the financial interest of the contractors.10 These two 
contractors no longer have contracts with the Corporation. 

Although we noted that eight contractors had initially sub- 
mritrted the proper document listing their financial interests and 

‘.’ ‘- E af f. l.l.Lclt;Lons, we found that they had not updated their lists as 

9Dur i.ng our review, we did not make an independent determination 
of’ the fi,nanci,al. interests and affiliations of these contractors. 

loWhen brought to the attention of the Corporation’s contracting 
c) f’ f: i ce r I he told us that., in the future, if a contractor had a 
f’inancial interest in a company on t.he Corporation’s list of 
/,;irticipatiny organizations, he would forward the matter to the 
+thics officer. 

12 
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ch ii n cj c? s occurred to the list of participating organizations. ‘1 
Ac:cording to the Corporation’s chief contracting officer, the 
t-~+ a I; (I) 1-1 f I ) r t h i s is that t.here has been no requirement to provide 
c’-ontr-actors with updated 1 ists of participating organizations and 
rr::k them to further disclose their financial interests and affili- 
n t i. c n f; 3s new companies appeared on these lists. However, after 
(‘)I1 I: inqllj ri.es on this subject, the Corporation instituted such a 
r:cqu i remen t in December 1983 and has been implementing it since 
that. t ime e 

Conclusion and recommendation ------------. 

Independent contractors are likely to have worked for, are 
wt’rrk :i. rig for , or contemplate working for other employers besides 
the: Corpora t ic.)n . For that reason, we believe that, for all inde- 
penilcnt contractors under service to the Corporation, the Corpora- 
tion should he aware of their financial interests in, and 
a,f:Eiliations with, companies on the Corporation’s list of partici- 
patinc,~ organizations. By ensuring that its financial interest re- 
quirr?ments regarding independent contractors are metp we believe 
the Corporation can avoid possible conflict of interest situations 
in the future. 

There fore, we recommend that the Chairman, U.S. Synthetic 
F~ue1.s Corporation, enforce the Corporation’s requirement that all 
independent. contractors under service to the Corporation either 
&port their fi.nanci.al interests in, and affiliations with, com- 
pan i I: w on the Corporation’s list of participating organizations, 
or report that they have none. 

Insufficien~~monitoring of officers’ -.-_.... - 
and empJ.oyees ’ 

-7--- financial interests .I*C_,.%.,..s”.-- -7- for potential conflicts of interest --- -----__ ,*e.- 

According to the Corporation’s ethics officer, the i.dentifi- 
Oation of a potential conElict of interest situation is largely 
t;hc: rr+spon sibility of the individual. The Corporation updates its 
‘list of participating organizations about every other month and 
~~r”ovirles that I ir,t to al.1 professional employees so that they can 
identify and bring any possible conflict of interest to the ethics 
officer”s attention. However , the Corporation’s ethics officer, 
as A part of his duties, also performs a check for potential 
c:nnl'licts of interest. We found, however, that this check has not 
hr?en completely aucccssful in identifying and preventing potential 
conf”1 ict of i.nterest situations at the Corporation. 

TIpon being hired at the Corporation, every officer and em- 
pl oyee must read and agree to abide by the Corporation’s standards 
of crrrrcluct policy and the statutes and regulations contained 

l 1 The Corpora t i.on 6~ th i.e5; offioer issues an updated list of 
l)art icipat iny organizations approximately every other month. 
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therein. One part of this policy is a statement that an officer 
or an employee shall not participate personally and substantially 
in a particular matter in which the officer or the employee know- 
ingly has a financial interest or in which the officer or the em- 
ployee participated personally and substantially prior to employ- 
ment by the Corporation. With the chairman's approval, however, 
the ethics officer may waive this prohibition if the ethics offi- 
cer determines in writing that the interest is too remote or too 
inconsequential, or the prior participation was too insubstantial 
to affect the integrity of the services which the Corporation may 
expect of the individual. The Corporation's standard of conduct 
policy places the responsibility on the individual to make the 
ethics officer aware of a potential conflict of interest in order 
that a determination can be made. 

As a further step to safeguard against conflicts of interest, 
the ethics officer told us that once a year he checks each offi- 
cer's and employee's reports of financial interests against the 
Corporation's list of participating organizations.12 If a match 
occurs, the ethics officer notifies the officer or employee that 
he or she is in a potential conflict of interest situation and 
that the officer or employee should disqualify himself or herself 
from any work on a project involving that company or request a 
conflict of interest waiver. The ethics officer believes this 
annual review is a sufficient check against any potential con- 
flicts of interest because no problems have developed with a Cor- 
poration director, officer, or employee being involved in a 
conflict of interest situation. 

During our review, however, we found examples where some Cor- 
poration officers and employees had financial interests in com- 
panies that had been recently added to the list of participating 
organizations since the ethics officer completed his last annual 
review. While the ethics officer acknowledged this situation, he 
did not believe these were conflict of interest situations be- 
cause, to his knowledge, none of these officers or employees of 
the Corporation have been involved in evaluating a project 
sponsored by a company in which they had a financial interest. 

We identified four Corporation officers, however, who each 
had reported a financial interest in a different company on the 
Corporation's list of participating organizations for more than 3 
months, but had not notified the ethics officer. We believe this 
interval of time was sufficient for these officers to have dis- 
qualified themselves from the projects sponsored by these com- 
panies or sought conflict of intere.st waivers. Because none did 
and because of their position in the Corporation, we believe the 
appearance of a conflict of interest could arise. 

12The ethics officer presently reviews the financial interests of 
the Corporation directors prior to each Board of Directors 
meeting. 
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APPENDIX I 

In reviewing the t. i nancial holdings of other Corporation em- 
'1~1 c,yee~i whrr have swl~~itted reports of financial interest, we iden- 
tltxed seven 1ndlvidnal5i who owned stock in one or more of the 
c0ml~ani.c!?-; on the Corp,crration's list of participating organiza- 
t. 10 n s . Of t hesrr sfrven individuals, five had no apparent Corpora- 
t~on ~nv(~)lvement wrth those companies in which they reported 
havlny a tlnanclal Interest. However, the two remaining individ- 
ual.s had been assi!lned to a group of Corporation employees 
tllrect 1.y respons.ible for evaluating a project sponsored by the 
company In whrch these individuals reported having a financial in- 
terest. Tn checkrnq on these situations, the Corporation's ethics 
officer said that one of the two employees had already disposed of 
the financial interest. He said that the other employee still had 
the trnancial interest in questson but had not yet started work on 
the project and had been reassigned to other duties within the 
Corporation as a result of our inquiry. 

In our view, the above situation occurred for two reasons. 
First, the employee did not fulfill his primary responsibility to 
report a potential conflict of interest to the ethics officer. 
Second, the potential conflict of interest materialized after the 
~ethlcs ofticer had completed his annual review. The ethics offi- 
ker told us that:, because of our inquiries in this area, the 
Corporation has been placing, in its subsequent lists of partici- 
‘patlnq organizations, a notice to employees pointing out the pro- 
:hibitions against their participation on projects in which they 
have a financial interest. On the other hand, the ethics officer 
said he continues to believe that his annual monitoring is suc- 
cessful in ldentitying and preventing potential conflict of 
interest situations at the Corporation. 

Conclusion and recommendation 

The Corporation updates the list of companies involved in 
synthetic fuel projects before the Corporation about every other 

‘month and provides that list to all professional employees so that 
'they can Ldentity and bring any possible conflict of interest to 
~the ethics officer's attention. This effort, however, has not 
prevented Corporation officers and employees from being placed In 
conflict of interest situations. Based on our work, the Corpora- 
tion has recognized that there is a problem in this area and has 
included a notlce to all professional employees, In its future 
lists ot partlclpatinq orqanizations, pointing out the prohibition 
against their participation on projects in which they have a fi- 
nancial interest. However, in view of finding that Corporation 
officers and employees were not complying with the prohibition, we 
belzeve this action, by itself, may not be sufficient. 

We believe the Corporation may want to have the ethics offi- 
cer revlew officers and employees' financial interests against 
the Coryoratlon’s list of participating organizations on more than 
an annual basis. The ethics officer is responsible for adding new 
companies to the ltst of participating organizations and for 
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ma i ntii i niny c~rstody ofr off:icers’ and ctntplo~eees reports of: f’inan- 
c i 17 1 i. II t f r (? s t s . Given the number oE employees who presently are 
rcrquirr4 tc:, report their financial interests ( less than 100) and I 
of” that number, who own any stock shares in any outside company or 
t:orpc)r-at ion ( 1.~55s that 50 ) , we do not believe it would be a dif- 
Fficu1.t: or time-consuming task for the ethics officer to review the 
f) f’ f i. c f.s r s ’ and employees’ reports against those new compan ies 
(usually about 20 to 30) that are added to each updated l.ist.l? 

Therefore I we recommend that the Chairman, U.S. Sllnthetic 
j”uEh 1 !‘i Corporation I direct the ethics officer to increase the frc- 
qucncy of his monitoring of officers’ and employees’ financial in- 
t.er(+sts to better identify and resolve conflict of interest 
3 i t.llations. 

Some conflict of interest determinations --- 
have been inconsistent1.v made or 
inadequately documented _I.- 

A conflict of interest determination tends to set a prece- 
dent. Once the determination is made, it serves as a basis for 
dPf:ining acceptable or unacceptable employee conduct. For that.. 
reason, it is important that conflict of interest determinations 
he consistently applied and documented. At the Corporation, how- 
t3 v e r , we found instances of inconsistent conflict of interest de- 
terminations being made or a lack of! documentation of the confl.i.ct 
ofI i.ntc!rest rleterminat ions made. 

‘The criteria used by the Corporation for making a conflict of 
interest determination derive from the Energy Security Act. The 
act prohil3i ts a director from voting on any matter in which he or 
:; h e h a .ci a Financial interest. However, th’is prohibition does not 
app 1 Y I according to the actl if the director first advises the 
board of directors of the nature of the particular matter in which 
hca or she proposes to participate and makes Eull disclosure of 
c;uch financial interest I and the board of d irectoxs determines by 
majority vote that the Financial. .interest is too remote or too in- 
conr;equPntial to affect the i.ntegrit of such director’s i.;ervices 
for t-h62 Corporation in that matter. IX While the act is silent on 
1,a~t1:i~:i,l:,ati.on by Corporation officers and employees, the confer- 
t~nct’? r(!pi>rt to that act recommended that the Board establish 
quiriel ines for officers and employees with similar prohibitions on 
tht? i.r act, ions. 

1 ‘3rl’h i I; :;houl d take only a few hours. Tt would require the ethics 
of’ficer to review less than 50 reports of financial interest, i.F 
11~2 1. imits himself only to those officers and employees who had 
re~)orted owning stock shares, atrainst the 20 to 30 new companies 
do i 17~4 i7us ines;r, with thp Corporation. 

14 r f the part i,cul.ar director wishes to, he or she may request the 
(A t h i cs of:Eicer to evaluate the financial interest in que,stion 
iinil make PI recommrltndation to the board. 
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Accord 1 rrq 1. y r at3 d LSCUSSfZd earl lt?iZ I the Corporation estab- 
lashed a standards trf" ccrnduct policy which incorporated a provi- 
sion that an off-leer or an employee shall not participate 
persona I.1 y and suhstant~ally in a particular matter in which the 
ot f- lcc.~r or the employee knowingly has a financial interest or in 
whLch he or she participated personally and substantially prior to 

enlployment by the Corporation. However, the provision also speci- 
fles that the Corporation's ethics officer may waive this restric- 
tion ~.f he determines in writing that the interest is too remote 
or too Inconsequential, or the prior participation was too insub- 
stantial to affect the integrity of the services which the 
Corporation may expect of the individual. 

According to the Corporation's ethics officer, terms such as 
“too remote, ‘9 "too Lnconseyuential," or "too insubstantial" are 
part ot a standard language used in all federal conflict of inter- 
est regulations, but they have not been universally defined. For 
that reason, the various federal agencies tend to interpret them 
differently. At the Corporation, the ethics officer indicated 
that he considers four tactors in deciding whether an individual's 

~ financial interest in a company on the Corporation's list of par- 
~ ticipatlng organizations is "too remote" or "too inconseguen- 
tial." They include (1) the dollar value of the stock in relation 
to the individual's net worth, (2) the income from the stock in 
relation to the Lndividual's adjusted gross income for that year, 
(3) the number of stock shares, in question, in relation to the 

~ total number of: stock shares outstanding for a company, and (4) 
whether or not the synthetic fuel project in which the company is 
involved is important to the success of that company. In addi- 
tion, the ethics officer indicated that he considers, among other 
factors, the degree of project involvement during an individual's 
prior employment in deciding if the participation on the project 
by the lndlvidual was "too Insubstantial." Based on these fac- 
tort, the ethics officer said, he determines whether a contllct of 
interest exists for the individual. 

Duriny our review, we spoke with officials at the Office of 
Government Ethics in the Office of Personnel Management who agreed 
that no specific definitions have been given to the terms "too 
remote," "too Lnconsequential," or "too insubstantial." In addi- 
tion, the otticials stated that the factors that the Corporation's 
ethics officer used to make contlict of interest determinations 
are within the bounds of accepted practice. 

In reviewing the Corporation's files, however, we found 17 
instances out of approximately 80 total conflict of interest cases 
in which inconsistent determinations were made (3) or the documen- 
tation of the determinations made was lacking (14). In these 17 
Instances, the ethics otticer either ruled there was no conflict 
of interest (9) or yranted a conflict of interest waiver (8). The 
tollowinq examples illustrate instances where we believe 
inconsistent conflict of interest determinations were made. 
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In June 1983, the Corporation's ethics officer stated, in a 
memorandum to a director, that the director's personal and family 
trlendship with the president of a company sponsoring a project 
before the Corporation was not a conflict of interest, despite 
notiny it involved "the risk of favoritism and may create an im- 
pression of a conflict of interest." In this instance, the ethics 
officer advised the director that he need not disclose this 
friendship to the board. In contrast, in a November 1983 memor- 
and um, the Corporation's ethics officer stated that another direc- 
tor's triendship with the president of a company sponsoring a 
project betore the Corporation was a conflict of interest. 
Quoting from the Corporation's standards of conduct policy, the 
ethics officer advised the director that 

II 
. . . the Corporation expects that its directors, 

otticers, and employees will avoid any action, whether 
or not specitically prohibited, which might result in, 
or create the appearance of, giving improper preferen- 
tial treatment to any person, or which might adversely 
affect the confidence of the public in the integrity of 
the Corporation." 

TheKetOKe, the ethics officer recommended, in spite of the absence 
of a financial interest, that the director disclose this 
friendship to the board which he did.l5 

According to the ethics officer, there are difterences in 
these two situations. In the first situation, the director asked 
the ethics officer for a conflict ot interest determination on the 
basis of the director's reports of financial interest, his 
personal friendship and a business relationship between the 
director's cousin and the company sponsoring the project before 
the Corporation. Because the director had no reported financial 
interests in the respective company, the ethics officer advised 
the director that his personal friendship with the president of 
the respective company and the business relationship involving the 
director's cousin did not represent a conflict of interest. In 
the second situation, the director asked the ethics officer for a 
conflict of interest determination on the basis of his personal 
friendship. Because the director had a personal friendship with 
the president of the respective company, the ethics officer 
advised the director that his personal friendship did represent a 
conflict ot interest. 

15A contlict of interest is generally limited to financial in- 
terests which can be quantifiably defined. The board of 
directors, in this sutuation, determined that the friendship was 
too inconsequential to affect this director's services for the 
Corporation. 
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Annther exam~~I+* of an inconsistent conflict of interest 
cieterm1,nation began 1.n June 1983 when a Corporation officer sub- 
lI"ittF?d a r~Yq~JtiS3t for a corrflLct of interest waiver. In this case, 
the Corporation's ethics officer determined that the officer's 
ownership of 200 shares of stock amounting to about $7,800 in a 
particular company sponsoring a project before the Corporation was 
too lnconseyuentlal to attect the officer's services for the 
Corporation L Therefore, the ethics officer granted the officer a 
waiver. However, in September 1983, the ethics officer reversed 
himself and recommended that the officer dispose of: the stock, 
which he reported doing. 

According to the ethics officer, this occurred because the 
otticer submitted a new request tor a conflict of interest 
Valver when he aqaxn began revlewinq the project sponsored by the 
company in which he had a stock interest. IJpon receiving this 
j;econd request, the ethics otticer assumed that this officer had 
burchased an addztional 200 shares of stock. On that basis, and 
without checkinq with the oftlcer, the ethics officer said he made 
his recommendation that the otficer dispose of the stock. 

In our review of the otficer's request for waiver, it was 
clear to us that the otticer was referring to the same 200 shares 
ot stock. When we brought this matter to the attention of the 
ethics oftlcer, he told us that he had made two difterent 
determinations. We believe it would have been prudent if the 
ethics ofticer had double-checked with the officer before making 
h i s second determination. It he had done so, he probably would 
have avoided making two diltterent decisions resulting in an 
,inconsrstent determination about the acceptability of the ' 
ot:flcer's continued ownership ot the stock. 

Tn addition to inconsistent conflict of interest determina- 
tions, we also identified instances of: a lack of documentation in 
the contllct of: interest determinations made. For example, in 
April 1982, one Corporation otticer wrote to the Senate Committee 
on Eneryy and Natural Resources and said that, if confirmed, he 
would sell his stock interests in two energy companies sponsoring 
projects hetorc; the Corporation. However, during our review, the 
otficer's financial disclosure file indicated that the officer was 
Istill in possession ot the particular stock interests but no 
‘intormatlon was in the otticer's file to explain why. 

At our request, the Corporation's ethics ofticer reviewed 
this matter and Saud that, just after the confirmation hearings, 
one of the two particular energy companies withdrew from sponsor- 
Lnq a yrt>ject hetore the Corporation. Therefore, he saw no reason 



for t.hi5 off’icer. to !-;ell his financial interest in the energy wm- 
pany that withdrewW The ethics c,fSicer said that, for the other 
:“‘; t: c ‘) c k ‘I n t. e r e s t , hts checked with this officer and was told that the 
off i ccr wt,i:i no longer in po.. s:?ession of the stock. 

Wr? be1 ieve, llowever, that consistent with Corporation policy, 
t h(nl et 11 its officer should have adequately documented the disposi- 
t i on 0 f t h i. s ma t t e f . To an outside party who had obtained the of- 
f’ic+r’s letter to the Senate Committee on Energy and Natural RP- 
sourccf.~ and the officer’s reports of Einanci,al disclosureI it 
would appear that this officer was involved in a direct and spe- 
cific conflict of interest situation. Such appearances adversely 
affect public confidence in the integrity of the corporation. 

Another example of a lack of documentati.on involved a Corpor- 
ation director’s prior employment. Rased on his 1982 statement, a 
Cr)rporat ion d i rector was a former partner and managing director in 
a company which became involved in sponsoring several projects 
iwfore the Corporation. Jlespite this, there exists no documenta- 
ti,on regarding the possible conflict of interest aspects of the 
:i i tlia t .ion . According to the ethics officer, he believed that the 
director had not been associated with his former company Eor 5 
yearn and, likely as not, the company was not involved with syn- 
thct ic fuel projects then. Thus, the ethics officer told us he 
d i. t3 no t pu r s 1.1 e the situation with the director but instead con- 
cl uded there was no conflict of interest and no reason to document 
t h f-? I; i t 11 a t ion . We believe, however, that some uncertainty exists 
in whet.her the director had been associated with his former com- 
I,) a n Y since leaving their employ. We also believe, hascd on the 
Corporation’s standard OS conduct policy, the appearance of a con- 
fl ict of: interest existed. For that reason, the ethics officer 
should have investigated the situation and documented his 
investigation in wri. t ing . 

Conclusion and recommendation -----..” 

The number of instances wrr! found of inconsistent conflict of 
interest determinations or a l.ack of documentation of the deter- 
ininat ions made represents ahou t one- fifth of the total number of 
conf 1 ict i>f intcrcst determinati.on cases of the Corporation. 
Given the trust confided in the Corporation by the Energy Security 
Act fox- the private sector development of commercial synthetic 
Fuel. prr)jt?ct.s, the ratio of these instances to the total. seems too 
i rrrport-.ant to overlook. Therefore, we believe that the Corporation 
irhou Id improve its confli.ct of interest efforts by ensuring that 
confl ict of interest decisions are adequately supported and docu- 
ment.ed and consi::tent with Corporation policies and procedures. 
f3y doing this, we believt? the Corporation can provide a clearer 
r;‘iqnal to i.ta officers and employees regarding the condllct ex- 
pected of them and hr?lp. prevent conflicts of interest or such 
aJrpearant:es i. n t he f u t 1.1 r-e . 
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'rhc!reEore, we recommend that the Chairman, U.S. Synthetic 
l?uel,s Corporation, require the ethics officer to ensure that 
conE.Iict of interest decisions are consistent and the reasons for 
the decisions are documented in the Corporation's files. 

(301644) 
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